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Table 1: Examples of Commercial Lease Clauses Relevant to Accounting Practice

Year of
lease
inception

Lease provisions relevant to accounting

1994

The Landlord shall prepare and send to the Tenant a Statement (certified by a Certificate
signed by an independent Chartered Accountant) of the actual cost of the services and
costs for each Service Charge Year as soon as reasonably practicable (but in any event
within 6 months of the end of the Service Charge Year)

1990

The Service Cost shall be the total of the aggregate costs incurred by the Landlord in any
Financial Year in carrying out of the services and providing each item of the
Services...[and]...an amount to be charged...as provision for the establishment and
maintenance of a Reserve in respect of periodically recurring items whether recurring at
regular or irregular intervals and the renewal and replacement of items of plant and
machinery and equipment and other capital items.

A certificate shall contain a statement of the service cost in respect of the Financial Year to
which it relates showing the amount of the expenditure incurred...and details concerning
the Reserve and shall be certified by the Accountant as containing a fair summary of the
matters to which it relates.

1988

The Landlord shall as soon as convenient after the end of the each Service Charge Period
prepare...an accurate account showing and summarising the Actual Expenditure and the
Service Charge payable by the Tenant in respect of that Service Charge Period... and
upon such account being certified by the Landlord’s Surveyor

Annual expenditure — all costs expenses and outgoings reasonably and properly
incurred by the Landlord in or incidental to providing all or any of the Services and all
sums incurred by the Landlord.

cost
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General Principles for Best Practice Service Charge Accounting
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Model Sign-off Statements — Figures 1-3
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Statement of Service Charge Income and Expenditure — Figure 6
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Figure 1 — Independent Auditor’s Report
Service Charge Certificate

Certification Period: 1 January to 31 December 2009
Landlord:

Managing Agent:

Tenant:

Building:

Independent Auditors ' Report to the Tenants of (building)

We have audited the service charge certificate on behalf of.... (Managing Agent)....... for the year ended 31 December
2009.

We report to you our opinion as to whether the service charge certificate gives a true and fair view of the costs incurred
and whether it has been prepared in accordance with relevant accounting policies.

In addition, we report to you if, in our opinion, the Managing Agent has not kept proper accounting records, if we have
not received all of the information and explanations we require for our audit, or if details of other transactions are not
disclosed.

Basis of Audit Opinion

An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the service charge
certificate. It also includes an assessment of the significant estimates and judgements made by the Managing Agents in
the preparation of the certificate and whether the policies adopted are appropriate to the circumstances of the building,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary,
in order to provide us with sufficient evidence, to give reasonable assurance that the certificate is free from material
misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall
adequacy of the presentation of the certificate.

Opinion
In our opinion:

e the service charge certificate gives a true and fair view of the costs incurred at ......... during the year ended 31
December 2009

e the information provided is consistent with the amounts contained in the service charge certificate

Signed

A N Accountant
Service Charge Accountant
For and on behalf of Accountants Limited
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Figure 2 — Managing Agent’s Sign-Off
Service Charge Certificate

Certification Period: 1 January to 31 December 2009
Landlord:

Managing Agent:

Tenant:

Building:

The Managing Agent’s Obligations

In order for the Managing Agent to confirm that these statements are a true and fair reflection of the transactions that
have taken place during the period, they are required to:

a) select suitable accounting policies and apply them consistently;
b) make judgements and estimates that are reasonable and prudent;

c) prepare the service charge certificate on a ‘going concern’ basis (unless it is inappropriate to presume that the
Landlord will continue to trade these premises in the near future);

d) Ensure that the service charge costs are recovered in accordance with the terms of the lease

The Managing Agents are responsible for keeping proper accounting records, which disclose with reasonable accuracy at
any time the financial position at the property.

Managing Agent’s Statement of Compliance
(MA’s firm)... are the Managing Agent’s responsible for the production of the service charge certificate for the year ended
31 December 2009 in respect of.....(building)....

| can confirm that this service charge certificate has been produced in compliance with the terms set out in the lease (see
appendix 1) and, where this does not deviate from the lease, in accordance with the RICS Service Charge Code of Practice.

| hereby certify that, according the information available to me, the attached statement of service charge expenditure
records the true cost to the landlord of providing the services to the property for the period.

Signed

A N Agent
Managing Agent
For and on behalf of Managing Agents (UK) Limited
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Figure 3 — Third Party Verification
Service Charge Certificate
Certification Period: 1 January to 31 December 2009
Landlord:
Managing Agent:
Tenant:
Building:

Third Party Verification
In accordance with the RICS Code of Practice, both the Landlord and the Managing Agent are required to recognise a duty of care to occupiers,
‘who entrust the spending of their own business overhead and cash flow by funding the services’.
Further, The Code requires that:
a) ‘Occupiers have the right to reasonably challenge the propriety of expenditure’;
b) ‘The owner will ensure that standards of services provided are monitored, that the quality and cost of the services provided are

regularly reviewed and, where possible, demonstrate that service standards are being delivered and value for money is being
obtained’;

c) ‘Owners will operate sound management procedures to ensure the respective obligations of owner and occupier are discharged
and services are provided efficiently and economically’;

d)  ‘The owners will inform occupiers of the plans for the property in so far as they have an implication on the service charge’

e) ‘On-site management staff need to have a sound knowledge of modern business practices and be adequately skilled to provide
best and agreed performance standards’.

Services should be commercially and professionally procured, with regard to the requirements of property, the Landlord and the Tenants.

The principal aim of the Agent is to manage the building on behalf of the Landlord, whilst ensuring value for money and effectiveness for the
Tenants.

‘Value-for-Money’ Statement of Compliance

(MA’s firm)... are the Managing Agent’s responsible for the production of the service charge certificate for the year ended 31 December 2009
in respect of.....(building)....

We have analysed the certificate to ensure that, as far as is reasonably possible, the Agent has adhered to the provisions of the Code outlined
above and can demonstrate that the building has been managed to an appropriate standard of economy, efficiency and effectiveness.

| therefore certify that the services procured at this building are:
a) Appropriate for the location, use and character of the building;
b) Of an appropriate quality standard; and
c) Value for money and cost effective for the Tenants

Please note that, where there has been a deviation from the Code, we have enquired as to the rationale for such deviation and made
reference to it in our findings at the back of this report.

We are satisfied that any deviation from the Code is either appropriate for the circumstances, or in accordance with the lease provisions and
therefore gives us no reason to qualify this audit.

Signed

For and on behalf of RICS VFM Verifiers Limited
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Apportionment Schedule
Certification Period :

Landlord :
Managing Agent :
Building :

1 January to 31 December 2009
I.M.A. Landlord

Wecan Manage Managing Agents
324 South House, London

Description of Schedules:

Schedule 1
Schedule 2
Schedule 3

Estate Charge
Building 1
Building 2

72,800
58,031

square feet

square feet

apportioned as a % age of the combined area of buildings 1 & 2

COMBINED AREA OF BUILDINGS

130,831

square feet

9|npayds awuonioddy — ¢ aundi4

Area Occupied (Sq. Ft. ) Estate Charge %age of %age of NET LIABILITY FOR THE PERIOD
as a %age of Net Amount Ball::zing
TENANT leraad Aes af lerEed] Aren ah Combined Building1 | Building2 | Estate Charge | Building1l | Building 2 Invoic.ed in Charge/
Building 1 Building 2 GRES Period (Credit)
Schedule 1 Schedule 2 | Schedule 3 Schedule 1 Schedule 2 | Schedule 3 TOTAL
Adavo Financial Services 27,664 - 21% 38% 0% 66,351 138,145 0 204,496 204,460 36
Turner & Company 8,736 - 7% 12% 0% 20,953 43,625 0 64,578 64,566 11
Brandon and Bull 8,008 - 6% 11% 0% 19,207 39,989 0 59,196 59,186 10
Office Supplies Limited 18,928 - 14% 26% 0% 45,398 94,520 0 139,918 139,894 25
Petro-Fied Limited 9,464 - 7% 13% 0% 22,699 47,260 0 69,959 69,947 12
D&D Advertising Limited - 8,705 7% 0% 15% 20,878 0 55,131 76,008 74,908 1,100
Murray and George plc - 11,606 9% 0% 20% 27,837 0 73,508 101,345 99,878 1,467
Merther, Babbage and Wink - 29,016 22% 0% 50% 69,593 0 183,769 253,362 249,695 3,667
Oliver and Murdoch plc - 8,705 7% 0% 15% 20,878 0 55,131 76,008 74,908 1,100
72,800 58,031 100% 100% 100% 313,793 363,540 367,538 | 1,044,871 1,037,442 7,429
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Service Charge Certificate

Certification Period :

1 January to 31 December 2009

Landlord : I.M.A. Landlord
Managing Agent : Wecan Manage Managing Agents
Tenant:
Building : 324 South House, London
COST CATEGORY ACTUAL FOR LAST YEAR BUDGET FOR THIS YEAR ACTUAL FOR THIS YEAR
Schedule 1 Schedule 2 Schedule 3 TOTAL Schedule 1 Schedule 2 Schedule 3 TOTAL Schedule 1 Schedule 2 Schedule 3 TOTAL
MANAGEMENT
Management Fees 10,000 25,000 25,000 60,000 10,000 25,000 25,000 60,000 10,000 25,000 25,000 60,000
Accounting Fees 1,450 0 0 1,450 1,600 0 0 1,600 1,500 0 0 1,500
Site Management Resources 18,750 26,580 24,500 69,830 21,135 26,600 23,400 71,135 19,750 28,000 24,300 72,050
Health, Safety & Environmental 10,235 0 0 10,235 10,000 0 0 10,000 9,580 0 0 9,580
Sub-total 40,435 51,580 49,500 141,515 42,735 51,600 48,400 142,735 40,830 53,000 49,300 143,130
UTILITIES
Electricity 5,722 112,985 110,001 228,708 5,900 112,000 112,000 229,900 5,920 114,320 110,230 230,470
Gas 1,050 3,752 4,450 9,252 1,050 5,000 5,000 11,050 1,100 3,980 4,300 9,380
Fuel Oil (heating) 0 0 0 0 0 0 0 0 0 0 0 0
Water 0 3,163 3,168 6,331 0 3,500 3,500 7,000 0 3,250 3,500 6,750
Sub-total 6,772 119,900 117,619 244,291 6,950 120,500 120,500 247,950 7,020 121,550 118,030 246,600
SOFT SERVICES
Security 133,998 3,245 2,507 139,750 137,500 3,500 3,100 144,100 137,430 3,520 3,000 143,950
Cleaning & Environmental 51,498 55,976 73,864 181,338 52,250 58,300 75,180 185,730 52,215 58,120 74,320 184,655
Marketing & Promotions 0 0 0 0 0 0 0 0 0 0 0 0
Sub-total 185,496 59,221 76,371 321,088 189,750 61,800 78,280 329,830 189,645 61,640 77,320 328,605
HARD SERVICES
Mechanical & electrical services 33,325 73,000 78,420 184,745 32,750 74,750 80,470 187,970 33,625 73,825 80,045 187,495
Lift & escalators 0 16,985 13,885 30,870 0 14,000 10,500 24,500 0 13,220 10,700 23,920
Suspended access equipment 0 4,756 5,151 9,907 0 2,800 2,500 5,300 0 2,750 3,025 5,775
Fabric repairs & maintenance 48,112 13,764 17,300 79,176 36,850 40,700 21,775 99,325 42,800 37,200 28,850 108,850
Sub-total 81,437 108,505 114,756 304,698 69,600 132,250 115,245 317,095 76,425 126,995 122,620 326,040
INCOME
Interest (120) (125) (154) (399) (332) (373) (363) (1,068) (127) (152) (137) (416)
Income from commercialisation 0 0 0 0 0 0 0 0 0 0 0 0
Sub-total (120) (125) (154) (399) (332) (373) (363) (1,068) (127) (152) (137) (416)
INSURANCE
Engineering insurance 0 685 528 1,213 0 500 400 900 0 507 405 912
All risks insurance cover 0 0 0 0 0 0 0 0 0 0 0 0
Terrorism insurance 0 0 0 0 0 0 0 0 0 0 0 0
Sub-total 0 685 528 1,213 0 500 400 900 1] 507 405 912
EXCEPTIONAL EXPENDITURE
Major works 0 0 0 0 0 92,483 0 92,483 0 92,483 0 92,483
Forward funding 0 (90,000) 0 (90,000) 0 (92,483) 0 (92,483) 0 (92,483) 0 (92,483)
Sub-total 0 (90,000) 0 (90,000) 0 0 0 0 0 1] 0 0
GRAND TOTAL 314,020 249,766 358,620 922,406 308,703 366,277 362,462 1,037,442 313,793 363,540 367,538 1,044,871
Variance: actual to prior year (%) Variance: actual to budget (%)
| (0.07%) 45.55% 2.49% 13.28% 1.65% (0.75%) 1.40% 0.72% |
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Statement of Income and Expenditure for 1 January to 31 December 2009

Figure 6 — Statement of Income & Expenditure

INCOME £ £
Service Charges Receivable:
From Tenants 1,037,442
From Landlord 0
TOTAL INCOME 1,037,442
EXPENDITURE £ £
MANAGEMENT
Management Fees 60,000
Accounting Fees
- S/C audit fees 1,500
Site Management Resources
- Staff Costs 13,000
- Receptionists/concierge 52,300
- Site accomodation 5,000
- Office Costs 1,750
Health, Safety & Environmental
- Risk assessments & audits 9,580
Sub-total 143,130
UTILITIES
Electricity
- Electricity 224,550
- Electricity procurement/consultancy 5,720
- Fuel 200
Gas
- Gas 8,280
- Gas procurement/consultancy 1,100
Fuel Oil (heating) 0
Water
- Water & sewerage charges 6,750
Sub-total 246,600
SOFT SERVICES
Security
- Security guarding 132,000
- Security systems 11,950
Cleaning & Environmental
- Internal cleaning 93,420
- External cleaning 16,000
- Window cleaning 20,600
- Hygiene services/toiletries 7,870
- Waste management 9,075
- Pest control 1,450
- Seasonal decorations 1,200
- Internal floral displays 8,550
- Estate cleaning 17,595
- External landscaping 8,895
Marketing & Promotions 0
Sub-total 328,605
HARD SERVICES
Mechanical & electrical services
- M&E maintenance contract 151,000
- M&E repairs 16,075
- M&E inspections & consultancy 7,475
- Life safety systems maintenance 11,375
- Life safety systems repairs 1,570
Lift & escalators
- Lift maintenance contract 20,270
- Lift repairs 3,650
Suspended access equipment
- Maintenance contract 5,100
- Repairs 475
- Inspection & consultancy 200
Fabric repairs & maintenance
- Internal repairs & maintenance 54,350
- External repairs & maintenance 7,500
- Redecorations 4,200
- Estate repairs & maintenance 37,000
- Car park repairs & maintenance 5,800
Sub-total 326,040
INCOME
Interest (416)
Income from commercialisation 0
Sub-total (416)
INSURANCE
Engineering insurance 912
Al risks insurance cover 0
Terrorism insurance 0
Sub-total 912
EXCEPTIONAL EXPENDITURE
Major works
Plant replacement 92,483
Forward funding
Sinking funds (92,483)
Sub-total 0
TOTAL EXPENDITURE 1,044,871
BALANCING CHARGE/(CREDIT) TO BE COLLECTED/(REPAID) 7,429
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Balancing Statement as at 31 December 2009

Figure 7 — Balancing Statement

Assets As at 31 Dec 2008 As at 31 Dec 2009
£ £
On-account demands owed by tenants 113,539 179,090
Invoices outstanding from prior period 39,535 0
Deficit for the period to be collected 23,878 7,429
Cash in Hand and at Bank 195,822 156,308
Interest received on Sinking Fund 2,825 6,032
Prepayments 35,000 12,950
ASSETS 410,599 361,808
Liabilities

Service Charges Paid by Tenants in Advance 145,822 86,755
Balancing sum from this period owed to tenants 0 0
Accounts Payable 11,191 11,233
Accruals 12,325 109,011
LIABILITIES 169,338 206,999
NET ASSETS 241,261 154,810

Reserve (Sinking) Fund
Sinking Fund 241,261 154,810
RESERVE FUNDS 241,261 154,810
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Figure 8 — Accounting Disclosures and Notes

Notes to the Service Charge Certificate

Certification Period : 1 January to 31 December 2009
Landlord : I.M.A. Landlord

Managing Agent : Wecan Manage Managing Agents
Tenant :

Building : 324 South House, London

1) VAT - this building is not elected for VAT

- The figures shown in the Service Charge certificate are inclusive of Value Added Tax

2) APPORTIONMENT OF COSTS

- There are two types of charge relevant to this building - an estate charge and a charge relevant to the services provided at the building
- There are two buildings - building 1 is 72,800 square feet and building 2 is 59,031 square feet

- Building Costs have been apportioned as a percentage of the area occupied by each tenant

- The Estate Charge costs have been apportioned as a percentage of the combined area of both buildings

- See the attached apportionment schedule for further details of how costs are apportioned.

3) MANAGEMENT FEES

- The fixed Management Fee of £60k per annum was tendered for on a three year contract basis.

- The current Management contract commenced on 1 January 2008 and will be re-tendered during 2010 for the year commencing 1 January
2011.

4) SINKING FUND - Plant Replacement £
Balance Brought Forward 241,261
Collected this period 0
Interest Received 6,032
Expenditure this period (92,483)
Year End Balance 154,810

- All sinking fund monies are held in trust, in a separate interest bearing bank account.

- The interest rate for the year ending 31 December 2009 was fixed at 2.5%

- Trustee information is available on request.

Report on Programme of Planned Expenditure:

The planned programme of plant replacement works continues, on schedule and in line with budget.

The balance of the Sinking Fund at the year ended 31 December 2009 was £148,778, of which £120,000 is to be expended on plant
replacement during 2010.

A further sum of £95,000 will be collected from tenants during 2010 and added to the balance. This, with accrued interest, should be sufficent
to complete the remaining plant replacement works during 2011. There will be further consultation with tenants on this matter in due course.

5) INTEREST £
Interest received during the year 554
Interest paid during the year (13)
Bank administration charges (120)
Other Bank charges (5)

416

- Interest is credited monthly to the service charge bank account at the prevailing variable rate of interest

- The account is charged a monthly administration fee of £10

6) ACCRUALS BASIS

- These statements of account have been prepared on an accrual basis; that is with the inclusion of accruals and pre-payments.
- This method ensures that revenues and costs are recorded when they occur, not at the date when cash is received/expended.

2009 2008

Accruals as at the Balancing Statement date 109,011 12,325
Prepayments as at the Balancing Statement date (12,950) (35,000)
7) ON-ACCOUNT DEMANDS OWED BY TENANTS 2009 2008
£ £

Opening Debtors 113,539 113,450
Invoices Raised 1,043,926 915,000
Payments Received (978,375) (914,911)
Balance as at 31/12 179,090 113,539
8) ACCOUNTS PAYABLE 2009 2008
£ £

Opening creditors 11,191 15,000
Invoices Received 1,036,197 925,508
Invoices Paid (1,036,155) (929,317)
Balancing Creditors as at 31/12 11,233 11,191
9) CASH IN HAND AND AT BANK 2009 2008
£ £

Opening Balance 195,822 210,228
Cash Inflows 996,641 914,911
Cash Outflows (1,036,155) (929,317)
Balance as at 31/12 156,308 195,822

33



Bibliography

Anonymous (undated) Service Charges in Commercial Properties - A Guide to Good
Practice. No publisher.

ARMA (2008a) Accounting for Lessees’ Money - An interim guide for managers,
accountants and their clients. London: ARMA.

ARMA (2008b) Resident Management Company Accounts: Preparing for the future.
London: ARMA.

ASB (2000) FRS 18 Accounting Policies. London: Accounting Standards Board
Barrass, D. (2006) It’s the devil’s own job. Estates Gazette, 16 September: 190-191.

Beaver, W. (1998) Financial Reporting: An Accounting Revolution. New Jersey: Prentice
Hall.

Bromwich, M. (1992) Financial Reporting, Information and Capital Markets. London:
Pitman.

Calvert, J. (2008) The Loughborough Report 2008: the paradox of service charges.
Loughborough: Loughborough University Enterprises Ltd.

CLG (2007) Commonhold and Leasehold Reform Act 2002: A Consultation Paper on
Regular Statements of Account and Designated Client Accounts. London: Department for
Communities and Local Government.

Clift, P. (2007) Respect voluntary code or face regulation. [Online]. Available at:
http://www.egi.co.uk/Articles/Article.aspx?liArticleID=653539. [Accessed 29 July
2008].

Collis, J. and Hussey R. (2007) Business Accounting: An Introduction to Financial and
Management Accounting. Basingstoke: Palgrave Macmillan.

Commonhold and Leasehold Reform Act 2002. London: HMSO.

Connaught Group Limited (1996) Refurbishment Issues in the Office Sector. London: RICS.
Crofts, M. (2010) Power to the PM. RICS Business, March: 10.

Davey, J. (2010) Listen to FM. RICS Business, March: 18.

DETR (1998) Residential Leasehold Reform in England and Wales: a consultation paper.
London: DETR.

Eccles, T. and Holt, A. (2010a) A Conceptual Framework for Enhancing ‘Effectiveness’ in
the Service Charge Process’, Journal of Building Appraisal, volume 5, number 4: 321-327.

Eccles, T. and Holt, A. (2010b) Sinking Funds within the Service Charge in the UK Office
Market: Evidence upon Best and Actual Practice, Property Management, forthcoming

34



Eccles, T. and Holt, A. (2009) Accounting for Service Charges in the UK Olffice Market:
Evidence on Practice, Code Compliance and Disclosure. Brentford: Antim Research.

Edwards, C. (2010) Take my advice. Commercial Property Journal, April-May: 6-7.
Forrester, P. (2008) Service Charges. 2nd Edition. London: RICS.

Guide to Good Practice Working Party (2000) Service Charges in Commercial Properties -
A Guide to Good Practice. 2nd Edition. No publisher.

Hamilton-Farey (2007) A better service. Residential Property Journal, February: 12-13.

IASB (1989) Framework for the Preparation and Presentation of Financial Statements.
London: IASC.

ICAEW (2007) The Accountant’s Report On Service Charge Accounts Prepared In
Accordance With Regulations Made Under The Commonhold And Leasehold Reform Act
2002. London: ICAEW.

John, J. and Patel A. (2008) Options for Change. Bristol: Property Solutions.

Kohler, E. (1957), A Dictionary for Accountants. New Jersey: Prentice Hall.

Morgan, H. (2010) In pursuit of happiness. Commercial Property Journal, April-May: 16.
Neo, J. (1990) Problems of Private Flat Ownership in England and Wales. London: RICS.
Office of the Deputy Prime Minister (2004) Commonhold and Leasehold Reform Act 2002 — A
Consultation paper on Accounting for Leaseholders monies and summaries of tenants rights
and obligations. London: ODPM.

Property Industry Alliance and Corenet Global UK (2009) UK Occupier Satisfaction Index
2009. [Online]. Available at: http://www.occupier-satisfaction.co.uk/. [Accessed 27
September 2009].

RICS (2010) Transparency in professional fees. London: RICS.

RICS (2009) Service Charge Residential Management Code. London: RICS.

RICS (2006) Service Charges in Commercial Property. London: RICS.

RICS (1997) Residential Estate Agency Practice Statement. London: RICS.

RICS (1993) An Agenda for Property Research. London: RICS.

Strange, J. (2007) Time for recognition. Residential Property Journal, February: 7.

35



